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CHANGES IN THE MONTHLY STATE LABOR FORCE
ESTIMATES METHODOLOGY

The U.S. Bureau of Labor Statistics (BLS) is
changing the way monthly estimates of unemploy-
ment and total employment are calculated. The
changes will take place with the January 2005 esti-
mates of unemployment and total employment. A
Federal Register Notice with the proposed meth-
odological changes will be published November 8,
2004 (http://www.gpoaccess.gov/fr/).

In recent years, the benchmark revisions to the
monthly estimates have increased yearly. Based on
the benchmark revisions, the current methodology
underestimates unemployment and overestimates
total employment. This has resulted in significant
end-of-year revisions in a number of states and
caused discontinuities between December-
benchmarked and January-modeled estimates. The
current state models introduce spurious cyclical
fluctuations, and do not adequately reflect the ef-
fects of major national shocks to the economy in
the state estimates.

THREE MAJOR REVISION PROPOSALS FOLLOW
THREE YEARS OF RESEARCH

o First, a third generation of state models was de-
veloped. The proposed state models are Sig-
nal+Noise statistical models for employment
and unemployment. The revised state models
improve the quality of the state estimates by di-
rectly estimating the trend (growth) and sea-
sonal components of monthly changes in un-
employment and total employment.

e Second, group processing with census regions
serving as divisions will replace state-by-state
processing of estimates. Processing the states by
divisions increases the reliability of the monthly
Current Population Survey (CPS) estimates.
The greater reliability of the CPS estimates
made possible real time benchmarking of the
state monthly estimates.

e Third, for each division of states, state estimates
will be benchmarked against the monthly divi-
sional CPS estimates. That is, states” monthly
estimates of unemployment and total employ-
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ment will be the benchmarked estimates. The
monthly ‘real time’ benchmarking will elimi-
nate large end-of-the-year revisions.

The proposed changes will have a significant
impact on the monthly estimates, especially, real
time benchmarking. A benchmark is a reliable total
to which much less reliable estimates are con-
trolled. For the LAUS (Local Area Unemployment
Statistics) redesign models, the reliable control total
(benchmark) is the monthly CPS national estimate
of employment and unemployment. Real time
benchmarking means that the adjustment to the
reliable control total (benchmarking) occurs as part
of monthly estimation (in real time). The current
method uses a state benchmark that is the CPS an-
nual average of employment and unemployment.
The current benchmarking method is historical in
that the correction is performed retrospectively—at
the end of the year—after twelve months of esti-
mates are produced.

The monthly national CPS labor force estimates
provide an excellent benchmark because of its low
variance. The confidence interval on the monthly
national unemployment rate is plus or minus two-
tenths of a percentage point, and the sample de-
sign is such that a difference of two-tenths of a per-
centage point in the unemployment rate over the
month is statistically significant.

The redesign methodology requires the
monthly state employment and unemployment
model estimates to add to the national levels. This
will preclude differences between the sum of state
estimates and the national estimates, ensure that
national shocks related to the business cycle or to
an event such as the terrorist attacks of September
11 will be addressed, and will significantly reduce
annual revisions.

The redesign model is a Signal+Noise model,
where the signal is a bivariate model of the unem-
ployment or employment levels. The unemploy-
ment insurance claims and nonfarm payroll em-
ployment inputs themselves are modeled, as well
as their interaction with the appropriate CPS series.
Seasonal, trend, and irregular components are de-
veloped for each modeled estimate. Seasonal ad-
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justment occurs within the model structure
through the removal of the seasonal component.
The models produce reliability measures for the
seasonally adjusted and not adjusted series, and on
over-the-month and over-the-year change. Each
month, real time benchmarking occurs in a two-
step process. Census division models are con-
structed that are controlled to the national CPS.
State models are then controlled to their appropri-
ate division estimates.

The nine Census divisions geographically cover
the nation. For LAUS estimation, the states are
grouped into these census divisions for which
models are developed that provide reliable inter-
mediate benchmark controls. Grouping states also
simplifies the computational and operational as-
pects of real time benchmarking. If all states were
controlled directly to the national total, a delay in
one state would impact everyone. The relative
shares of each state’s model estimates to its division
total are preserved by the monthly benchmark ad-
justment, but the absolute size of the adjustment to
a state’s monthly model estimate will be directly
related to the size of the model estimate. Thus,
large states get larger adjustments than small states.
As a result, smaller states in a division will not be
dominated by one large state. Idaho is in the
Mountain Census Region with Arizona, Colorado,
Montana, Nevada, New Mexico, Utah, and Wyo-
ming. While the census division groupings have
performed well, research will continue on alterna-
tive aggregations for state control purposes.

¢ Reduction in the expected size of the annual
revisions to the state employment and unem-
ployment series through the use of real-time
benchmarking to the national estimates.

DISADVANTAGES OF NEW APPROACH

ADVANTAGES OF NEW APPROACH

e The production of reliable measures on the sea-
sonally adjusted and not seasonally adjusted
series and on over-the-month and over-the-
year change, which will enhance analysis of the
series.

e Direct seasonal adjustment of employment and
unemployment.

e Greater understanding of the contributions of
the non-CPS model inputs (unemployment in-
surance claims and nonfarm payroll employ-
ment) through bivariate modeling.

o Additivity to national and division estimates of
employment and unemployment each month,
thus ensuring the timely reflection of economic
events in the state estimates.
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o The use of census divisions as an intermediate
estimation level requires interdependence of
estimation among states in each division. States
will no longer be able to produce final labor
force estimates on their own.

¢ Interdependence of estimation makes the ap-
proach vulnerable in the event of missing state
data. To preclude that, a provision has been
made to temporarily substitute model predic-
tions for missing state data in the production of
labor force estimates.

e The official annual averages of employment
and unemployment for states from the LAUS
program will no longer be identical to the sam-
ple-based annual average estimates from the
CPS published in Geographic Profile of Employ-
ment and Unemployment.

The new models are more accurate and reliable
than the current models. The current model cannot
produce measures of error for the seasonally ad-
justed estimates, which makes it difficult to judge
its reliability. The redesign model will produce
measures of error for both seasonally adjusted and
not seasonally adjusted series, and for over-the-
month and over-the-year change. Significant im-
provements in accuracy and reliability of the redes-
ign estimates reflect the provision of more compre-
hensive error measures and the use of real time
benchmarking to monthly levels of national em-
ployment and unemployment. Monthly national
CPS data are more reliable than the state annual
average estimates. At the end of the year, the cur-
rent method puts much of the sampling error back
into the estimates through benchmarking to state
CPS annual averages. The redesign method re-
duces both sampling error and bias in the esti-
mates.

All substate areas in the state will be controlled
to add to the monthly state estimates of employ-
ment and unemployment, as is the case with the
current methodology. So improvements in state
estimation will be reflected in these substate esti-
mates.
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During 2004, estimates using the current meth-
odology and the proposed methodology are being
compared to determine if the proposed methodol-
ogy worked as expected. In Idaho during the first
six months of 2004, seasonally adjusted monthly
estimates of the unemployment rate produced by
the proposed methodology were approximately
0.45 of a percentage point higher than the monthly
estimates produced by the current methodology.
The higher unemployment rates under the pro-
posed methodology were expected because of the
incorporation of real time benchmarking into the
monthly estimates.

The current estimates are not wrong; they are
based on the modeling and benchmarking ap-
proach that reflected state-of-the-art methodology
and operations in 1994. To the extent possible, im-

provements were made in the years leading up to
the proposed approach. Moreover, until the com-
pletion of the dual estimation period, the redesign
estimates should be considered developmental.

The entire historical series from January 1976
forward will be replaced with estimates based on
the redesign models. The revised historical data
will also be available on the BLS website (www.bls.
gov).

For further information see Proposed Improve-
ment in Estimating and Benchmarking State Labor
Force  Estimates at http://www .jobservice.ws/?
PAGEID=67&SUBID=184.

Portions of this article are reprinted from the Q&A
section of the BLS website.
Access http://www.bls.gov/lau/lauschanges2005.htm
for more information.

SOUTH EAST IDAHO N EWS — (continued from page 18)

Caribou County

e Caribou County gained 78 jobs from 2002 to
2003. The largest job gains occurred in Natural
Resources, Construction (heavy and civil engi-
neering), Retail Trade, and Government. Job
losses occurred in Manufacturing and Profes-
sional & Business Services. The county had lost
nearly 100 jobs from 2001 to 2002.

Franklin County

e Franklin County gained 47 Nonfarm Payroll Jobs
between 2002 and 2003. The county gained 78
Construction jobs, which were mostly because of
residential construction. The gains were par-
tially offset by losses in several other industries
including Manufacturing, Retail Trade, Financial
Activities, Food Services & Drinking Places, and
Other Services. Because of the counties’ brisk
population growth and construction, it appears
that employers may be working current em-
ployees more hours and hiring fewer workers.

Oneida County

¢ Oneida County gained ten jobs from 2002 to
2003. Most job gains occurred in Food Services &
Drinking Places and Government Administration.
Retail Trade suffered a loss of 29 jobs while
Health Care & Social Assistance lost nine jobs. The
net gain of jobs follows the loss of 29 jobs from
2001 to 2002.
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Power County

e Of all the seven Southeast Idaho counties,
Power County endured the greatest loss of
Nonfarm Payroll Jobs with a net loss of 154 jobs
from 2002 to 2003. The decline in jobs occurred
primarily in Manufacturing (104) as reductions at
FMC/Astaris continued throughout 2003. The
county lost nearly 500 jobs from 2001 to 2002
because of the FMC/Astaris closure, which oc-
curred the end of December 2000. Small job
losses occurred in almost every industry and
were likely caused by the multiplier effect of
the manufacturing job losses. Two industries
began to show some rebounding in 2003: Retail
Trade, which gained nearly 40 jobs and Trans-
portation & Warehousing, which gained more
than 30 jobs.

Shelley Allen, Regional Labor Economist
430 N. 5th Avenue, Pocatello, ID 83205
(208) 236-6710, ext. 3713
E-mail: sallen@cl.idaho.gov
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